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UNS GAS, INC.'S REQUEST FOR
APPROVAL TO REDESIGN ITS

C&I FACILITIES GAS
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UNS Gas, Inc. ("UNS Gas" or "Company"), through undersigned counsel, hereby

respectfully requests that the Arizona Corporation Commission ("Commission") issue an order

approving its application to enhance the UNS Gas Commercial and Industrial ("C&I") Facilities

Gas Efficiency Program (the "Program"), effective January 1, 2010.

14 1. INTRODUCTION
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In Decision No. 70180 (February 27, 2008), the Commission approved the UNS Gas

Demand-Side Management ("DSM") Portfolio for 2008 through 2012 (the "DSM Portfolio").

Included in the DSM Portfolio is the C&I Facilities Gas Efficiency Program that was launched to

18 customers in the UNS Gas service territory on June .16, 2008. Through June 30, 2009,
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participation of the Program has been limited, with only five installations of high-efficiency

furnaces for three total customers. Further, none of our customers took advantage of the service

and domestic water heating or commercial food service equipment incentives available under the
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original program.

UNS Gas and the implementation contractor began collecting and analyzing information

early in 2009 regarding the lake of participation in the C&I Program. UNS Gas revisited the

overall design and delivery of this program, updated incremental costs, reviewed efficiency

thresholds, and reviewed associated incentive levels and program delivery strategies.
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11. INCENTIVES

To make the Program more attractive to Commercial customers, UNS Gas respectfully

requests the Commission's approval to expand the incentives that a customer can receive for high

efficiency gas appliances, as detailed in the Program. Since the Commission adopted UNS Gas'

DSM Portfolio, UNS Gas has met with Staff on three occasions in 2009 to discuss how the DSM

Portfolio should be evaluated. As a result of these meetings, Staff and UNS Gas have agreed upon

a methodology based on the use of the Societal Cost Test ("SCT"). with this agreement in place,

UNS Gas is confident that the expanded list of high efficiency equipment will qualify under the

SCT.
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111. DIRECT PROMOTION IN RURAL AREAS

UNS Gas realizes that in predominately rural communities, and especially in vast

geographical territories, more direct promotion of the Program is required to increase participation.

As such, UNS Gas respectfully requests the Commission's approval to increase the Program's

delivery budget to allow one or two field representatives to be present in the UNS Gas territory.
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Iv. ORIGINAL PROGRAM vs. NEW (REDESIGNED) PROGRAM
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The result of this redesign work is a new program offering. The major differences between

the original program design and the new redesign include:

New methodology of evaluating cost-effectiveness resulting in a significant number

22

of new measure offerings,

Updated minimum efficiency levels for some measures,

Updated incremental costs,

Significant changes in incentives offered to customers,

Changes in the delivery mechanism planned for the program; and

Increased program budget and incremental increase to the DSM adjustor

mechanism
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Original Program Budget $212,180 $218,545 $225,102

Program Redesign Budget $393,568 $504,819 $620,363

Incremental Increase in

Program Budget

$181,388 $286,274 $395,261

*Incremental Increase in

Redesigned Program Adj Astor

Mechanism

$.0015 $.0024 $.0033

RECOVERY OF COSTS AND BUDGET

*Forecasted Retail Sales (including unbilled terms)
TME May 31, 2010 $119,932,651

1 v .

2 UNS Gas respectfully requests Commission approval to increase the Program Budget

3 through the DSM Surcharge. The incremental increase in the DSM Surcharge (adjustor

4 mechanism) to recover the cost for redesigned Program will be $0.0016 for 2010, $.0026 for 2011,

5 and $.0037 for 2012, as shown below.
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19 Wherefore, for all the foregoing reasons, UNS Gas respectfully requests Commission

20 approval of the redesign of the UNS Gas C&I Facilities Gas Efficiency Program in order to 1)

21 enhance the Program to increase participation, and 2) recover the costs associated with redesign of

22 the Program through the DSM Surcharge. The requested effective date of the redesigned Program

23 is January 1, 2010.
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VI. CONCLUSION
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RESPECTFULLY SUBMITTED this
JZ day of 2009.

UNS Gas, Inc.

By
4

Philip J. Dion
UniSource Energy Services
One South Church Avenue, Suite 200
Tucson, Arizona 85701
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1200 West Washington Street
Phoenix, Arizona 85007

Commissioner Bob Stump
Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007

1

2

3

4

5

6

7

8

9

Lyn Farmer, Esq.
Chief Administrative Law Judge
Hearing Division
Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007

10
Janice M. Alward, Esq.
Chief Counsel, Legal Division
Arizona Corporation Commission
1200 West Washington
Phoenix, Arizona 85007

11

12

13

14

15

16

Steve Olea
Director, Utilities Division
Arizona Corporation Commission
1200 West Washington
Phoenix, Arizona 85007

17

18

19

20

21

22

23

24

25

26

27

5



C&I Facilities Gas Efficiency Program

Attachment 1

UNS Gas, Inc.

C&I Facilities Gas Efficiency Program

Program Redesign
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C&I Facilities Gas Efficiency Program

UNS Gas, Inc.'s C&I Facilities Gas Efficiency Program

Program Concept and Description

UNS Gas, Inc.'s ("UNS Gas") Commercial and Industrial ("C&I") Facilities Gas Efficiency Program (the
"Program") provides prescriptive incentives for the installation of high-efficiency gas-fueled equipment
and systems, including space heating, service and domestic water heating, and commercial food service
equipment. Prescriptive incentives are offered for a schedule of measures in each of these categories. The
schedule of measures and incentives is provided in Table l Prescriptive Incentives and Efficiency
Requirements, below.

The viability of each of the prescriptive measures has been assessed through a cost-effectiveness analysis.
The cost-effectiveness tests account for the energy (therm) savings of each measure, the associated
avoided costs and net benefits to UNS Gas, the customer incremental or installed costs, and the program
administration costs.

The program includes consumer educational and promotional pieces designed to assist facility operators
and decision makers with the information necessary to improve the energy efficiency of gas-fueled
equipment and systems in their facilities. The program includes customer and trade ally education to
assist with understanding of what technologies are being promoted, what incentives are offered, and how
the program functions.

Program Objectives

The primary goal of the program is to encourage UNS Gas' non-residential customers to install energy
efficiency measures in gas-fueled systems in existing facilities. More specifically, the program is
designed to:

Provide incentives to facility operators for the installation of high-efficiency gas fueled space heating,
service and domestic water heating, and commercial food service equipment (see Table l for the
schedule of measures and incentives),

Overcome market banters, including:

o Lack of awareness and knowledge about the benefits and cost of energy efficiency improvements,

o Performance uncertainty associated with energy efficient equipment,

o Higher first costs for energy efficient equipment,

Assure that the participation process is clear, easy to understand and simple, and

Increase the awareness and knowledge of facility operators, managers and decision-makers on the
benefits of high-efficiency equipment and systems.

Program Rationale

Certain barriers exist to the adoption of energy efficiency measures, such as the lack of investment
capital, competition for filnds with other capital improvements, lack of awareness/knowledge about the

1



C&I Facilities Gas Efficiency Program

benefits and costs of energy efficiency measures, availability of high efficiency options, high transaction
and infonnation search costs, and technology performance uncertainties. This program is designed to help
overcome these market barriers and encourage greater adoption of energy efficiency measures in gas-
fueled systems in customer facilities.

In addition to helping customers reduce and manage their energy costs, this program provides other
societal and customer benefits, including reduced greenhouse gas emissions, improved levels of service
from energy expenditures, and lower overall rates and energy costs compared to other resource options.

Target Market and Eligibility Requirements

A11 non-residential customers in the UNS Gas sen/ice region that receive natural gas service from UNS
Gas are eligible to participate in the program. Existing systems that are being replaced on burnout or
retired early and systems installed during new construction projects are all eligible for the program.
Applications will be reviewed by UNS Gas to determine that the facility is within the UNS Gas service
region, the proposed equipment meets energy efficiency standards to qualify for incentive payments and
that all necessary specifications are provided to determine the energy impact after installation.

Estimate of Baseline Conditions

UNS Gas had not conducted a fontal baseline study of the existing non-residential market for gas-iueled
equipment and systems. However, in preparing the analysis of each of the measures included in this plan,
the baseline perfonnance conditions of each technology were estimated based on best available
knowledge of current market conditions and technology applications. Resources used for the estimation of
both baseline and energy efficiency technology performance and cost included (i) the California Database
of Energy Efficiency Resources ("DEER"), (ii) detailed engineering modeling and simulation specific to
the region, (iii) data from recognized industry resources such as the Consortium of Energy Efficiency
("CEE") and American Society of Heating Refrigeration and Air Conditioning Engineers ("ASHRAE") ,
(iv) manufacturers data, and (v) data accumulated from similar analysis for other regional utilities .

Products and Services Provided

The C&I Facilities Gas Efficiency Program is a customer incentive program design that provides rebates
for the installation of energy efficiency measures in existing non-residential facilities. More specifically,
the program offers the following products and services:

Consumer education and promotion designed to provide facility operators and decision makers with
the information necessary to improve the energy efficiency of gas-fueled space heating, service and
domestic water heating, and commercial cooking systems,

Education and promotional efforts for customers and trade allies on how the program functions, what
energy efficiency technologies are offered, what incentives are provided and the benefits of the
measures, and

• Prescriptive incentives to encourage the adoption of energy efficiency measures.

Prescriptive measures and incentives provided by the program are included in Table 1, below, which
includes average incentives per unit and unit definition. These are expected incentive levels based on
market participation.

2



C&I Facilities Gas Efficiency Program

Measure Description Incentive Measure Efficiency Level

Space Meeting Measures
High Efficiency Furnace $200 I-90 AFUE
High Efficiency Furnace $300 I=92 AFUE
High Efficiency Furnace $375 I-94 AFUE

High Efficiency Space Heating Boilers (Hot Water)
< 300,000 Btuh

$5 per 1,000 Btuh up to
$1,000 per unit cap (Avg.
rebate: $800 for 160,000

Btuh unit)

AFUE 285%

High Efficiency Space Heating Boilers (Hot Water)
2300,000 Btuh

$2 per 1,000 Btuh up to
$2,000 per unit cap (Avg.

rebate: $1,500 for
750,000 Btuh unit)

Thermal Efficiency
2850 o

High Efficiency Condensing Unit Heaters $400
Thermal Efficiency

29000
High Efficiency Power Vented Unit Heaters for
Early Retirement of existing gravity vented heaters
(Retrofit)

$2,000
Thermal Efficiency

>_830 0

Water Heating Measures
Energy Efficient Storage Water Heater (combined
residential and commercial offering) $75,000 Btuh

$50 20.62 EF

Energy Efficient Storage Water Heater I75,000
Btuh

$5 per 1,000 Btuh,
$2,500 per unit cap (Avg.

rebate $1,000 for a
200,000 Btuh unit)

Thermal Efficiency
2900 0

Commercial Pool and Spa Heaters $500,000 Btuh $150
Thermal Efficiency

>_860 o

Lauud Measures
Commercial Clothes Washer $100 MEF 21.80, WF $7.5

Commercial M98 Service Measures
High Efficiency Gas Griddle $250 I=38°0
High Efficiency Gas Combination Oven $1 ,000 »=40° o
High Efficiency Gas Convection Oven $1,000 I-400 o

High Efficiency Gas Conveyer Oven <25 inches $400 »=42° 0
High Efficiency Gas Conveyer Oven /25 inches $900 I-420 o
High Efficiency Gas Rack Oven (single or double) $1,000 I-500 0

High Efficiency Fryer $900 »-50%
High Efficiency Large Vat Fryer $900 I-500 o
High Efficiency Gas Steamer $1,750 I`380 o

Low-flow pre-rinse spray valves (retrofit existing
spray valves that use / 2.6 rpm)

Free- Direct Install 1.6 rpm al 60psi

Table 1. Prescriptive Incentives and Efficiency Requirements
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C&I Facilities Gas Efficiency Program

Program Delivery Strategy

Because of the vast geographic ten'itory and the predominantly rural nature of the communities, UNS Gas
realized that more direct promotion of the program would be required to increase participation. As such,
the program delivery budget is intended to allow two field representatives to be present in the territory to
directly contact customers and directly market the program to trade allies and customers. The redesigned
C&I Facilities Gas Efficiency Program will therefore be implemented by a combined approach of a utility
account representative to provide an important contact point to provide direct customer promotion as well
as employing the services of a qualified implementation contractor to provide program administration,
application and incentive processing, participation tracking and reporting and technical support. The
implementation contractor and the account representative will jointly develop key partnering relationships
including: the local architectural and engineering community, electrical and mechanical contractors,
equipment manufacturers, distributors and vendors, professional and trade service associations, and the
Arizona Energy Office. As part of the implementation plan, UNS Gas will conduct outreach to these
partner groups and provide education and training on the benefits and functioning of the program.

UNS Gas will also continue to provide an in-house program manager to oversee the activities of the
implementation contractor, provide guidance on program activities that is consistent with UNS Gas' goals
and customer service requirements, and provide overall quality control and management of the delivery
process.

Program Marketing and Communications Strategy

The marketing and communications strategy is to inborn customers of the availability and benefits of the
program and how they can participate in the program. The marketing and communications plan will
include outreach to key partners and trade allies, relevant professional and trade associations, and other
parties of interest in the market. An important part of the marketing plan will be content and functionality
on the UNS Gas website, which will direct customers to infonnation about the program. More
specifically, the marketing and communications plan will include:

Education seminars implemented in each market to provide details about how to participate in the
program. The seminars will be tailored to the needs of business owners, building managers,
architects, engineers, vendors, and contractors.

A combination of strategies includes outreach and presentations at professional and community
forums and events, and direct outreach to key customers and customer representatives. Marketing
activities will include:

O

O

O

Brochures that describe the benefits and features of the program, including program
application fonts and worksheets. The brochures will be mailed upon demand and
distributed through the call center and the UNS Gas website, and will be available for
various public awareness events (school training, presentations, seminars etc),

Targeted mailing to educate customers on the benefits of the program and explain how they
can apply,

Customer and trade partner outreach and presentations (e.g., school associations, BOMA,
ASHRAE) inborning interested parties about the benefits of the program and how to
participate,

4



C&I Facilities Gas Efficiency Program

Program Year 2010 2011 Total2012

Energy $3l¥¥45
Annual (Therms) 74,010 144,849 437,298218,439

Lifetime (Therms) 1,094,877 2,132,654 3,225,431 6,452,962

Program Implementation Schedule

Upon approval by the Arizona Corporation Commission (the "Commission"), UNS Gas will proceed to
redesign incentive forms and prepare a new marketing and outreach strategy. At this time, UNS Gas
anticipates receiving Commission approval prior to the end of 2009, to allow a public launch of the
redesigned program effective January 1, 2010.

Estimated Energy Savings and Environmental Benefits

Total annual energy savings goals are presented in Table 2, below. Appendix 1 provides further
information about estimated energy savings for each measure category, including the measure and
program level benefit cost analysis. Appendix 1 also provides the expected project technology mix for
2010~2012, which is considered to be the template for all program years.

Table 2. Projected

I

UNS Gas will design and develop the content, messaging, branding, and calls-to-action of all
marketing and collateral materials used to promote the program.

The marketing strategy will identify key customer segments and groups for target marketing,
including the school districts, commercial kitchens and Laundromats, and will prepare specific
outreach activities for these customers.

O

The implementation contractor will be responsible for assisting with program promotion,
including customer contact, attendance at public presentations and events, and will be the primary
contact point from the website and other promotional materials.

O

O

O

é \ \` \

Website content providing program information resources, contact information,
downloadable application forms and worksheets, and links to other relevant service and
information resources,

UNS Gas customer care representatives trained to answer any customer questions regarding
the program,

Presence at conferences and public events used to increase general awareness of the program
and distribute program promotional materials, and

Presentations by the program manager to key customers and customer groups to actively
solicit their participation in the program.

Energy Benefits_(Program Redesign)

ea ; "3F'.w¥ 4;

§ W W W

After the 2010 ramp up of the expanded program, energy savings is expected to significantly surpass
energy savings expectations from the original program design shown in Table 3, below.
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C&I Facilities Gas Efficiency Program

Energy Savings (Original
Program)

2010 2011 2012

Energy Savings (terns) 92,364 95,135 97,989
Energy Savings (kph) 1,949 2,008 2,068

coz Reciuc84uns zeal 2011 2912 www:

Annual (Tons) 855437 1,289 2,580

Lifetime (Tons) 12,5836,460 19,030 38,072

B@s¢e§t CO Tests*
TRC 2.0

SCT Low 2.3

SCT Med 2.5

SCT High 2.7

Table 3. Projected Energy Benefits (Original Program design)

As a result of the energy savings shown in Tables 2 and 3, it is estimated that the program will produce
environmental benefits through avoided emissions of carbon dioxide (CON) and other pollutants. The
estimated avoided emissions from CON for 2010 - 2012 are shown below in Table 4.

Table 4. Projected Environmental Benefits, 2010 - 2012

Program Cost Effectiveness

Table 5, below, provides a summary of the benefit/cost analysis results for this program according to the
Total Resource Cost test ("TRC") and the Societal Cost Test ("SCT") at the program level using the
methodology and avoided cost information approved by Commission Staff ("Staff"). For the SCT, UNS
Gas included an estimated externality cost associated with avoided carbon emissions beginning in 2012,
with a low of $14/ton (SCT Low), medium at $25/ton (SCT Med), and high at $43/ton (SCT High), and
all carbon values escalating over time.

Although Staff advised UNS Gas to go ahead and include a valuation of CON in the benefit-cost
calculations, Staff and UNS Gas also understand it is up to the Commission to accept or deny this value.
Until the Commission provides a formal acceptance regarding inclusion of CON in the calculation of the
SCT, UNS Gas will continue to provide results of the TRC test for Commission review.

Table 5. Program Level Benefit-Cost Results

Staff also requires that each measure within a program meet the benefit/cost analysis according to the
TRC test and the SCT using the methodology and avoided cost information approved by Staff. A
summary of the measure level benefit-cost analysis is included in Table 6 below.

6



C&I Facilities Gas Efficiency Program

HE Furnace 90 AFUE 4.8 5.8 6.1 6.5

HE Furnace 92 AFUE 4.2 5.2 5.5 5.8

HE Furnace 94 AFUE 4.0 4.8 5 . 1 5.4

NCond Boiler <300 kBtuh 1 . 1 1.3 1 . 4 1 . 5

NCond Boiler >=300 kBtuh 3 . 1 3.7 3.9 4.2

Cond Unit Heaters 3.4 5.9 6.2 6.6

Power Vented Unit Heaters 4.0 4.6 4.8 5.1

EE Storage Water Heater <= 75 kBtuh 1.0 1 . 1 1.2 1 . 3

EE Storage Water Heat >75 kBtuh 1.0 2.2 2.3 2.4

Commercial Pool Spa Heaters

(<=500kBtuh) 1.3 1.5 1.5 1.6

Commercial Clothes Washer 1.8 2.1 2.3 2.4

HE Gas Griddle 0.9 1 . 1 1.2 1 . 3

HE Gas Combination Oven 1.2 1.4 1 . 5 1.6

HE Gas Convection Oven 1.0 1 . 1 1.2 1.3

HE Gas Conveyer Oven <25in 5.6 6.7 7.1 7.6

HE Gas Conveyer Oven >25in 2.9 3.4 3.6 3.9

HE Gas Rack Oven 8.2 9_7 10.3 11 .0

HE Freer 1.2 1 . 5 1.6 1.7

HE Large Vat Fryer 1.5 1.7 1.8 2.0

HE Gas Steamer 2.8 3.3 3.5 3.7

LoFlow Pre-rinse Spray Valves 1 . 1 1 . 1 1.2 1.2

Incent ives as Percent  of Total  Budget
over  Three  Years  (2010-2012) 36%

TRC Discount  Rate 7.0%

Social  Discount  Rate 7.00%
Weighted Average Net-To-Gross
Ratio: 1 0 0 %

Table 6. Measure Level Benefit-Cost Results

*Societal cost values on measure and program basis calculated with Analytica software model, version
Benefit Cost Model vl4.ANA

UNS Gas

In addit ion to est imating the savings from each measure,  this analysis rel ies on a range of other
assumptions and financial  data provided in Table 7.  Because each individual  measure has a unique
avoided cost  and economic useful  l i fe,  these metrics are not  provided in Table 7,  but  can be found in the
individual  measure analysis  worksheets  for  each i tem included in Appendix l .

Table 7.  Other F inancial  Assumptions

7



C&I Facilities Gas Efficiency Program

Program Costs

Because of the significant expansion of measures available in this program redesign, rebates will be
available to a significantly higher number of customers. Therefore, UNS Gas proposes to increase the
incentive portion of the budget and also increase the total budget to allow for one or two full time field
representatives to promote the program directly to trade allies and customers. Given the expansive
geographic territory of UNS Gas, delivery of this program will be more expensive than in a more
compressed and concentrated geographic area, which will result in a higher percent of administrative and
delivery costs to total budget. Additionally, participation in this program to date has been quite low, thus
the need for additional marketing and field support staff. These additional non-incentive costs in 2010 and
2011 represent the majority of the budget, however, UNS Gas feels this is necessary to cement the
program opportunity with customers and trade allies. UNS Gas forecasts that in 2012 participation will
increase and the ratio of incentives to non-incentive costs will start to approach 50%.

Table 8, below, presents a detailed budget estimate, focusing on estimated units rebated per year,
incentive costs, program delivery, utility administration, and measurement, evaluation, and research costs.
Budgets are increasing over time, reflecting anticipated increases in program participation. A comparison
to the original program design budget and the incremental increase in budget and necessary DSM adjustor
to provide this expanded program offering is included in Table 9, below.

8



C&I Facilities Gas Efficiency Program

Incentives
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a 1 1IidmiMstl' iIt i0nSuhtoiaa lut i Pl' $25.000

Ev aluation

Measurement, Evaluation andResearch $15,137 $19,416 $23,860

$Albkutil£\Il\llliItion $15,131 $19,416

w*rAI.

Ei¥ldency Level
Units R e b r e dincentive / aw

Nlei lswe am Zen nun zaal :au

Year 2810 2011 2012

Original Program Budget $212,180 $218,545 $225,102

Program Redesign Budget $393,568 $504,819 $620,363

Incremental Increase in
Program Budget

$181,388 $286,274 $395,261

*Incremental Increase in
Redesigned Program
Adjustor Mechanism

$.0015 $.0024 $.0033

Table 8. 2010-2012 Program Budget

Table 9. Comparison of Total Program Budgets and Adjustors

*Forecasted Retail Sales (including unbilled terms) TME May 3 l , 2010 l 19,932,651

9



C&I Facilities Gas Efficiency Program

Measurement, Evaluation, and Research

UNS Gas is adopting a strategy that calls for integrated data collection that is designed to provide a
quality data resource for program tracking, management and evaluation. This approach will entail the
following primary activities:

Database management - As part of program operation, UNS Gas will collect the necessary data
elements to populate the tracking database and provide periodic reporting.

Integrated implementation data collection. UNS Gas will work with the implementation
contractor to establish systems to collect the data needed to support effective program
management and evaluation through the implementation and customer application processes. The
database tracking system will be integrated with implementation data collection processes.

Gas will conduct field verification of the installation of a sample of
measures throughout the implementation of the program.
Field verification. UNS

Tracking of savings using deemed savings values. UNS Gas will develop deemed savings
values for each measure and technology promoted by the program and periodically review and
revise the savings values to be consistent with program participation and accurately estimated the
savings being achieved by the program.

This approach will provide UNS Gas with ongoing feedback on program progress and enable program
management to adjust or correct the program so as to be more effective, provide a higher level of service,
and be more cost beneficial. Integrated data collection will also provide a high quality data resource for
evaluation activities.

10
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